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As ofMarch 5,2012
) The Insurance Instrtute of Michigan (IIM) supports legrslatron des1gned to regulate the use of
credit-based insurance scoring consistent with the model leglslatlon adopted by the Natlonal
Conference of Insurance Leglslators (N COIL) | |

: In Mlchrgan two- thlrds of horne and auto insurance pohcyholders have a lower premium :
. because of good credit-based insurance discounts offered by i Insurance companies. Insurance .
- compames use credit 1nfonnat10n because it makes pnclng more accurate. Comblned with more

' famrlrar factors such as years of drlvmg expenence prevrous accldents type of car or h'otne

B consrdered when determrmng insurance premrums ST
e Allow pollcyholders to request areview of the1r 1nsurance score at the t1me of therr annual
renewal; s : x
© 0 e Require insurance companies o re-rate a person who has successfully challenged an'efrorin .
- their credit history and refund any premium that was overpaid; L
e Prohibit insurance companies from using the followrng as negative. factors in 1nsurance
- scores: credit i 1nqu1r1es not 1n1t1ated by the consumer, credlt 1nqu1r1es related to 1nsurance

: lendrng 1nqu1r1es o S
* Require an adverse actlon notlce w1th reason codes prov1d1ng consumers wrth 1nformat10n on
S how to 1mprove thelr scores i = : '

' that use of credrt-based insurance scores leads’ to more accurate underwntmg of auto insurance
. pohcres in that there isa correlatron between insurance scores and the hkehhood of ﬁhng an
' msurance clalrn - ‘ . . .
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The FTC report, Credit Based Insurance Scores: Impacts on Consumers of Automobile
Insurance, also states that credit-based insurance scores cannot easily be used as a proxy for race
and ethnic origin. In other words, credit-based insurance scoring predicted risk for members of
minority groups in much the same way that it predicted risk for members of non-minority

groups.

The usc of credit-based insurance scoring discounts makes pricing more fair. People less likely
to file a claim in the future pay less and those more likely to have a loss pay more.

Credit-based insurance scoring provides a consistent and effective tool to evaluate risk that does
not discriminate against any specific group of customers. Information such as a person’s age,
income, ethnic group, religion, gender or marital status is not factored into credit-based insurance
scores.

According to a 2008 Detroit Free Press editorial, “Banning credit scores would raise rates for
some and lower them for others, but it won’t solve the larger problem of affordability and equity
in insurance. In truth, this change would hurt as many as it helps — in and out of Michigan’s
great cities and across all economic lines. As many urban policy holders now enjoy good-credit
discounts, amounting to 3% to 40%, as do rural and out-state residents.”

Using credit-based insurance scores as criteria for rating is within the scope of Michigan
insurance laws and the federal Fair Credit Reporting Act. Senate Bill 300 and House Bills 4593-
96 would continue to allow insurance companies to offer discounts while addressing concerns
raised by consumers.

For more information, contact Peter Kuhnmuench or Dyck Van Koevering at 517/371-2880

334 Townsend +*Lansing+Michigan+48933
(517) 371-2880
www.iiminfo.org
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12009 St. Ambro.s_e Uﬁiversity,rlowa g

St Ambrose Umver31ty studled Iowa consumers’ perspectlve of the use of credit-based insurance 3
scores by the insurance 1ndustry The report concluded that while lowans believe that the use of
credit based insurance scores to' set rates is unfair, that perception is incorrect. The university
study also found that there 1S no ev1dence w1th1n the study to suggest that the mmonty population

© This study found that cred1t-based insurance scores are effectwe predlctors of risk under
- automobile policies. They are predlctlve of the number of claims consumers file and thé total
+ cost of those claims. . The use of scores is therefore likely to’ ‘make the price of insurance better

. match the nsk of Toss posed by the consumer. Thus ‘'on average, hi gher-rtsk consumers will pay
. higher premiums and lowet-risk ‘consumers will pay lower premiums. Credit-based insurance

. scores appear to have little effect as a “proxy” for membershtp in racial and ethnic groups in

* decisions related to insurance. The relationship between scores ‘and claims risk r remains strong

when controls. for race, ethmcxty, and ne1ghborhood income are mcluded in stat1st1ca1 models of

| HSk o

3 Found that by usmg eredlt scoring, ifisurers ean better class1fy and rate risk based on d1fferences SR
in c1a1m experience. This study analyzed random sample of claim records totaling 2 million |

"+ vehicle years and more than 600,000 house years for homeowners insurance. The major findings .

- of thisstudy are: 1) there is a strong correlation between credit scoring and risk; 7). certain age,

income and race groups tended to have worse credit scores, though not all minorities have bad

credit scores; and 3) credit scoring 31gn1ﬁcantly improves pncmg accuracy. when comblned w1th
. other ratmg vanables 1n predlctmg rlsk S
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2003 EPIC Actuaries, LCC

Found an unquestionable connection between insurance scores and likelihood for loss. This
study analyzed random sample of claim records totaling 2.7 million earned car years from all 50
states for a period from 7/1/00 through 6/30/01. The major findings of this study are: 1)
insurance scores were found to be correlated with propensity of loss (primarily due to
frequency); 2) insurance scores significantly increase accuracy of the risk assessment process,
even after fully accounting for interrelationships with other variables; 3) insurance scores are
among the three most important risk factors for each of the coverage types studied; and 4) study
results apply generally to all states and regions. '

2003 University of Texas McCombs School of Business

Confirmed the strong relationship between credit-based insurance scores and the likelihood of
insured losses. It studied the relationship between credit history and insurance losses based on a
database of more than 150,000 automobile insurance policies. The database of policyholders
was divided into 10 equal sized groups according to credit scores. Researchers matched credit
data with the corresponding claims data and found that those with the poorest credit scores
generated relative losses much higher than those with the best scores. Those with the poorest
credit scores generated an average incurred loss of $918 per policy, 65 percent higher than those
with the best credit scores that generated an average incurred loss of $558.

2000 Casualty Actuarial Society Paper by James E. Monaghan, ACAS,
MAAA

Found a correlation between particular credit characteristics and loss ratios. The study used a
series of credit characteristics that were combined into four distinct insured population groups.
These four groups ranged from those policyholders with unacceptable credit rating to those with
excellent credit ratings. The loss ratio performance for personal auto policyholders for those
with the worst credit is 33 percent higher than the loss ratio for all policyholders combined. In
contrast, those with the best credit generated a loss ratio 25 percent lower than the combined
total. '

1999 Virginia State Corporation Commission’s Bureau of Insurance

Concluded that because income or race are not found in credit scores, the practice is not a tool
for redlining. The Bureau analyzed the relationship between credit scores and income and well
as the relationship between credit scores and race. Since neither Fair Isaac nor Trans Union
collects data on income or race, the Bureau obtained the information from the 1989 federal
census.
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1996 Tillinghast-Towers Perrin

Found a 99 percent probability of a relationship between insurance scores and the likelihood of
an individual filing an insurance claim. Tillinghast reviewed loss ratios relative to insurance
scores for both auto and homeowners insurance. In eight of nine samples, the probability that a

statistically significant correlation exists exceeded 99 percent.

*A loss ratio is the percentage of each premium dollar an insurer spends on claims.
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